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INDEPENDENT AUDITORS REPORT

Board of Directors

Isaak Bond Investments Inc and Subsidiary

Denver Colorado

We have audited the accompanying consolidated statement of financial condition of Isaak Bond

Investments Inc and Subsidiary as of June 30 2009 and the related consolidated statement of income

changes in stockholders equity changes in liabilities subordinated to claims of general creditors and

cash flows for the year then ended that you are filing pursuant to rule 7a-5 under the Securities

Exchange Act of 1934 These consolidated fmancial statements are the responsibility of the

Companys management Our responsibility is to express an opinion on these consolidated financial

statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the consolidated fmancial statements are free of material misstatement An audit

includes examining on test basis evidence supporting the amounts and disclosures in the

consolidated financial statements An audit also includes assessing the accounting principles used and

significant estimates made by management as well as evaluating the overall fmancial statement

presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the consolidated fmancial statements referred to above present fairly in all material

respects the fmancial position of Isaak Bond Investments Inc and Subsidiary as of June 30 2009 and

the results of their operations and their cash flows for the year then ended in conformity with

accounting principles generally accepted in the United States of America

Our audit was conducted for the purpose of fonning an opinion on the consolidated fmancial

statements taken as whole The information included in the accompanying schedule is presented for

purposes of additional analysis and is not required part of the consolidated fmancial statements but is

supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934 Such

information has been subjected to the auditing procedures applied in the audit of the consolidated

fmancial statements and in our opinion is fairly stated in all material respects in relation to the

consolidated fmancial statements taken as whole

J/4a44
Ehrhardt Keefe Steiner Hoffman PC

August 25 2009

Denver Colorado

DENVER FORT COLLINS BOULDER
www.ES.co



ISAAK BOND INVESTMENTS INC AI4D SUBSIDIARY

Consolidated Statement of Financial Condition

June 30 2009

Assets

Assets

Cash and cash equivalents
76128

Due from clearing broker and dealers 62503

Interest receivable 25183

Due from officer 71949

Other receivables 56049

Securities owned substantially pledged as collateral for amounts due to

clearing broker 1404885

Cash surrender value of life insurance net of policy loan of $133767 71793

Property and equipment net of accumulated depreciation of $195154 20641

Other assets 193.351

Total assets
1.982482

Liabilities and Stockholders Equity

Liabilities

Due to clearing broker collateralized by securities owned 54284

Commissions payable 188138

Accrued expenses 30976

Deferred income taxes 45220

Subordinated debt 461.000

Total liabilities
779.618

Commitments and contingencies

Stockholders equity

Common stock $1 par value authorized 500000 shares

issued and outstanding 45805 shares 45805

Additional paid-in capital
476939

Retained earnings
680120

Total stockholders equity 1.202.864

Total liabilities and stockholders equity
1.982.482

See notes to consolidated financial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Consolidated Statement of Income

For the Year Ended June 30 2009

Revenues

Net trading gains and commissions 3100656

Interest
121.046

Total revenues 3.221702

Expenses

Employee compensation and benefits 2189778

Other operating expenses 318043

Interest
90000

Occupancy and equipment rental 88608

Clearing charges 75944

Depreciation and amortization 10.499

Total expenses
2.772.872

Income before taxes 448830

Income tax expense
93.302

Net income 355.528

See notes to consolidated fmancial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Consolidated Statement of Changes in Stockholders Equity

For the Year Ended June 30 2009

Additional Total

Common Stock Paid-in Retained Stockholders

Shares Amount Capital Earnings Equity

Balance June 30 2008 45805 45805 476939 324592 847336

Net income 355528 355528

Balance June 30 2009 45805 45805 476939 680120 1202864

See notes to consolidated fmancial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Consolidated Statement of Changes in Liabilities

Subordinated to Claims of General Creditors

For the Year Ended June 30 2009

Subordinated liabilities at June 30 2008 461000

Changes during the year

Subordinated liabilities at June 30 2009 46 1.000

See notes to consolidated fmancial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Consolidated Statement of Cash Flows

For the Year Ended June 30 2009

Cash flows from operating activities

Net income 355.528

Adjustments to reconcile net income to net cash used in

operating activities

Depreciation and amortization 10499

Deferred income taxes 45220

Cash surrender value of life insurance 4363

Changes in assets and liabilities

Due from clearing broker and dealers 46476
Interest receivable 5799
Other receivables 47641

Securities owned 2244601

Other assets 38096
Due to clearing broker 2761585
Commissions payable 83455

Accrued expenses
583

424320

Net cash used in operating activities 68.792

Cash flows from investing activities

Due from officer 71786
Purchase of equipment 12.075

Net cash used in investing activities 83.861

Net decrease in cash 152653

Cash beginning of year
228.78

Cash-end of year
76.128

Supplemental disclosure of cash flow information

Cash paid for interest for the year ended June 30 2009 was $90000

Cash paid for income taxes for the year ended June 30 2009 was $45000

See notes to consolidated fmancial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Description of Business and Summary of Significant Accounting Policies

Isaak Bond Investments Inc and Subsidiary the Company is Colorado corporation established on

March 1977 The Company is registered as broker-dealer under the Securities Exchange Act of

1934 and is member of the Financial Industry Regulatory Authority FINRA The Companys

primary operation is proprietary trading of municipal bond securities The Companys wholly-owned

subsidiary Funds Management Corp Management Corp has been dormant for several years

The Company operates under the provisions of Paragraph k2ii of rule 15c3-3 of the Securities

Exchange Act of 1934 and accordingly is exempt from the remaining provisions of that rule

Essentially the requirements of Paragraph k2ii provide that the Company clear all transactions on

behalf of customers on fully disclosed basis with clearing broker-dealer and promptly transmit all

customer funds and securities to the clearing broker-dealer The Companys clearing broker is

Southwest Securities Inc Southwest Securities Southwest Securities carries all of the accounts of

the customers and maintains and preserves all related books and records as are customarily kept by

clearing broker-dealer

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Isaak Bond Investments

Inc and its subsidiary Management Corp All intercompany accounts and transactions have been

eliminated in consolidation

Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased with an original maturity of three

months or less to be cash equivalents The Company continually monitors its positions with and the

credit quality of the fmancial institutions with which it invests

Due from Clearing Broker and Dealers and Other Receivables

Due from clearing broker and dealers are recorded as trades are executed on trade date basis The

Company has not provided reserve for uncollectible accounts as management believes all receivables

are fully collectible

Property and Equipment

Property and equipment is stated at cost Depreciation is provided utilizing straight-line and

accelerated methods over the estimated useful lives for owned assets ranging from three to seven

years

Clearing Deposit and Other Assets

Other assets includes $50000 deposited with Southwest Securities to offset certain risks assumed by

Southwest Securities related to the clearing and settling of securities and cash transactions on behalf of

the Company
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Description of Business and Summary of Significant Accounting Policies continued

Concentrations of Credit Risk

Financial instruments which potentially subject the Company to concentration of credit risk consist

principally of cash and securities owned The Company places its temporary cash investments with

what management believes are high-credit quality fmancial institutions Securities owned consists

primarily of municipal bond securities invested in diversified portfolio of municipal bond positions

Securities transactions are initiated on fully disclosed basis with Southwest Securities Under the

terms of the clearing agreement the Company is ultimately responsible for the executing of

transactions and the contractual obligations thereunder In conjunction with the clearing broker the

Company seeks to control the risks of activities and is required to maintain collateral in compliance

with various regulatory and internal guidelines Compliance with the various guidelines is monitored

daily and pursuant to such guidelines the Company may be required to deposit additional collateral or

reduce positions when necessary

The Company is engaged in various trading and brokerage activities where counterparties primarily

include broker-dealers banks and other financial institutions In the event these counterparties do not

fulfill their obligations the Company may be exposed to risk The risk of default depends on the

creditworthiness of the counterparty or issuer of the instrument It is the Companys policy to review

as necessary the credit standing of each counterparty with which it conducts business

Market risk arises due to fluctuations in interest rates and market prices that may result in changes in

the values of trading instruments The Company manages its exposure to market risk resulting from

trading activities through its risk management function Risk reports are reviewed daily by

management to mitigate market risk

As of June 30 2009 one investment accounted for approximately 79% of the carrying amount of

securities owned

Derivative Financial Instruments

Derivative fmancial instruments used for trading purposes are carried at fair value These derivative

instruments consist principally of future contracts to purchase or sell government securities Fair

values are based upon quoted market prices Fair value of those fmancial instruments are recorded in

securities owned or due to clearing broker as appropriate Unrealized gains or losses resulting from

these fmancial instruments are recorded in trading revenues
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ISAAK BOND iNVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Description of Business and Summary of Sinfficant Accounting Policies continued

Fair Value Accounting

Effective January 2008 the Company adopted Statement of Financial Accounting Standards

SFAS No 157 Fair Value Measurements Tn February 2008 the Financial Accounting Standards

Board FASB issued FSP FAS 157-2 Effective Date of FASB Statement No 157 which defers the

effective date of SFAS No 157 for one year for certain nonfmancial assets and nonfinancial liabilities

except those that are recognized or disclosed at fair value in the fmancial statements on recurring

basis Beginning January 2009 the Company adopted the provisions for nonfmancial assets and

nonfmancial liabilities that are not required or permitted to be measured at fair value on recurring

basis SFAS No 157 establishes framework for measuring fair value and requires enhanced

disclosures about fair value measurements SFAS No 157 clarifies that fair value is an exit price

representing the amount that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants SFAS No 157 also requires disclosure about how fair

value is determined for assets and liabilities and establishes hierarchy for which these assets and

liabilities must be grouped based on significant levels of inputs as follows

Level Quoted prices in active markets for identical assets or liabilities

Level Quoted prices in active markets for similar assets and liabilities and inputs that

are observable for the asset or liability or

Level Unobservable inputs in which there is little or no market data which requires the

reporting entity to develop its own assumptions

The determination of where assets and liabilities fall within this hierarchy is based upon the lowest

level of input that is significant to the fair value measurement

Revenue Recognition and Securities Owned

The Company recognizes revenue relating to proprietary securities transactions and commission

income and expense related to customers securities transactions on trade date basis Municipal

securities owned and investment securities are valued at fair value based on trade activity within

publicly observable marketplace with the resulting net unrealized gains and losses included in earnings

of the current period

Income Taxes

The Company recognizes deferred tax assets and liabilities based on the differences between the tax

basis of assets and liabilities and their reported amounts in the financial statements that will result in

taxable or deductible amounts in future years

-9-



ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Description of Business and Summary of Significant Accounting Policies continued

Use of Estimates

The preparation of fmancial statements in conformity with accounting principles generally accepted in

the United States of America requires management to make estimates and assumptions that affect the

reported amounts of assets and liabilities disclosures of contingent assets and liabilities at the date of

the financial statements and the reported amounts of revenues and expenses during the reporting

period Actual results could differ from those estimates

Note 2- Fair Value Accounting

The following are the major categories of assets and liabilities measured at fair value on recurring

basis during the year ended June 30 2009 using quoted prices in active markets for identical assets

and liabilities Level significant other observable inputs Level and significant unobservable

inputs Level

The following assets are measured at fair value on recurring basis

Description Level Level Level Total

Municipal bonds 1301040 1301040

Money market fund 103845 103845

Total 1404.885 1.404885

The Company values municipal bonds based on trades of the bonds within publicly observable

marketplace The municipal bond market is based on negotiated contracts between limited number of

parties for rather than high-volume exchange transactions The determination of pricing for municipal

bonds can be determined through review of transactions involving the specified bond or like-kind

bond

The valuation technique used to measure fair value of the money market fund was based on inputs

other than quoted prices that are observable for valuing the asset either directly or indirectly i.e

interest rate and yield curves observable at commonly quoted intervals default rates etc.

Gains and losses realized and unrealized included in earnings or changes in net assets for the period

ended June 30 2009 are reported in trading revenues and in other revenues as follows

Trading

Revenues Other Revenues

Total gains or losses included in earnings for the period ended

June 30 2009 3.060.286 161.416
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Due to Clearing Broker

The Company clears its proprietary trades through another broker-dealer The Company is required to

maintain securities reserves and other collateral accounts with the Companys broker with balance at

all times equal to or greater than the margin requirement on the underlying securities At June 30

2009 the Company maintained approximately $1335000 in these accounts This amount is netted

against the amount payable to the broker-dealer This payable is collateralized by securities owned by

the Company The Company met all margin requirements as determined by the clearing broker as of

June 30 2009

Note Commitments and Contingencies

Operating Leases

The Company leases facilities and equipment under non-cancelable operating leases Rent expense for

these leases was $82701 for the year ended June 30 2009

Future minimumlease payments under these leases are approximately as follows

Year Ending June 30

2010 60842

2011 44503

105.345

Note 5- Subordinated Debt

The borrowings under subordination agreements at June 30 2009 are owed to the majority stockholder

as follows

Interest at prime plus 2% 5.25% at June 30 2009 $100000

due October 31 2010 $100000 due March 31 2011 and

$261000 due May31 2011 461.000

For the year ended June 30 2009 interest expense related to the subordinated debt was $27038

The subordinated borrowings are unsecured and are covered by agreements approved by FINRA and

are thus avai1.b1e in computing net capital under the Securities and Exchange Commissions uniform

net capital rule To the extent that such borrowings are required for the Companys uniform net capital

requirements they may not be repaid
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Note 6- Employee Benefit Plan

Notes to Consolidated Financial Statements

The Companys Section 40 1k profit sharing plan covers substantially all full-time employees The

Companys contributions to the plan are determined annually by the Board of Directors and vest over

period from two to six years of service In addition the Company has discretionary match of up to

6% of employee salary deferrals Employer contributions to the plan were $125086 for the year ended

June 30 2009 and are included in employee compensation and benefits in the Consolidated Statement

of Income

Note 7-Income Taxes

The net current and long-term deferred tax assets and liabilities in the accompanying Statement of

Financial Condition include the following at June 30 2009

Deferred tax asset

Deferred tax liability

Net deferred tax liability

1075

Temporary differences and carryforwards giving rise to significant portion of deferred tax assets and

liabilities at June 30 2009 are as follows

Property and equipment

Prepaid expenses

Accrued interest

State taxes

5092
41203

707

368

45.220

Components reflected in the Consolidated Statement of Income for the year ended June 30 2009 are as

follows

Current

Federal

State and local

Deferred

Federal

State and local

43282

4.802

48084

41459

3.759

45.218

93.302

46.29

45.220
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note Income Taxes continued

The following is reconciliation of the statutory federal income tax rate applied to pre-tax accounting

net income compared to the income taxes in the Consolidated Statement of Income for the year ended

June 30 2009 are as follows

Income tax expense at the statutory rate 152602

Change resulting from

State income taxes net of federal income tax 9188

Meals and entertainment 4652

Non-deductible club dues 3947

Municipal interest 30154

Municipal interest related expenses 18795

Officers life insurance increase in CSV 1483

Change in valuation allowance 66490

Other 2.145

93302

Note Related Party Transactions

One of the Companys customers is partnership where the general partner is related to the majority

stockholder In addition to providing investment advisory services the Company performs certain

administrative services for the partnership For the year ended June 30 2009 the Companys revenue

earned from this partnership was $33829 The amount due from the partnership was $56049 as of

June 30 2009

Note Net Capital Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital
rule SEC

rule 5c3- which requires the maintenance of minimum net capital and requires the ratio of

aggregate indebtedness to net capital both as defmed shall not exceed 15 to The rule also provides

that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would

exceed 10 to At June 30 2009 the Company had net capital of approximately $1152000 which

was approximately $1052000 in excess of its minimum net capital of $100000 The Companys net

capital ratio was 0.27 to

Note 10 Subsequent Events

The Company evaluated all events and transactions that occurred after June 30 2009 through August

25 2009 the date of issuance of these consolidated fmancial statements
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ISAAK BOND INVESTMENTS INC AND SUBSIDIARY

Computation of Aggregate Indebtedness and Net Capital Pursuant to Rule 15c3-1 of the

Securities and Exchange Commission

June 30 2009

Net Capital

Stockholders equity 1202864

Additions

Liabilities subordinated to claims of general creditors 461000

Deductions

Due from officer 71949
Other receivables 56049

Property and equipment 20641

Other assets 257932

Haircuts on securities

Debt securities 84326
Other securities 2077
Undue concentration 18.456

Net capital
1.152434

Aggregate Indebtedness

Payables

Commissions payable
188138

Accrued expenses and other 118.957

Total aggregate indebtedness 307.095

Computation of Basic Net Capital Requirements

Required minimum net capital
100.000

Capital in excess of minimum requirement
1.052.434

Ratio of aggregate indebtedness to net capital
0.27

Reconciliation with Companys computation

There is no difference from the Companys computations included in its Part II of Form X-17A-

as of June 30 2009 and the audited computation above
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INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL

REQUIRED BY SEC RULE 17A-5

Board of Directors

Isaak Bond Investments Inc and Subsidiary

Denver Colorado

In planning and performing our audit of the consolidated fmancial statements of Isaak Bond

Investments Inc and Subsidiary the Company as of and for the year ended June 30 2009 in

accordance with auditing standards generally accepted in the United States of America we considered

the Companys internal control over fmancial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the consolidated fmancial statements

but not for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices and procedures

that we considered relevant to the objectives stated in rule 17a-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under rule 7a-3 a1
and for determining compliance with the exemptive provisions of rule 15c3-3 Because the Company

does not carry securities accounts for customers or perform custodial functions relating to customer

securities we did not review the practices and procedures followed by the Company in any of the

following

Making the quarterly securities examinations counts verifications and comparisons and

recordation of differences required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and

the practices and procedures referred to in the preceding paragraph In fulfilling this responsibility

estimates and judgments by management are required to assess the expected benefits and related costs

of controls and of the practices and procedures referred to in the preceding paragraph and to assess

whether practices and procedures can be expected to achieve the SECs above-mentioned objectives

Two of the objectives of internal control and the practices and procedures are to provide management

with reasonable but not absolute assurance that assets for which the Company has responsibility are

safeguarded against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit the preparation of

fmancial statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

-16-
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Board of Directors

Isaak Bond Investments Inc arid Subsidiary

Because of inherent limitations in internal control or the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future

periods is subject to the risk that they may become inadequate because of changes in conditions or that

the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process or

report fmancial data reliably in accordance with generally accepted accounting principles such that

there is more than remote likelihood that misstatement of the entitys fmancial statements that is

more than inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that results

in more than remote likelihood that material misstatement of the fmancial statements will not be

prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defmed above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices and

procedures as described in the second paragraph of this report were adequate at June 30 2009 to

meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on rule 7a-

5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers

and is not intended to be and should not be used by anyone other than these specified parties

jJ4i4
Ehrhardt Keefe Steiner Hottman PC

August 25 2009

Denver Colorado
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